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What is Lean Labor?

“Lean labor” (Lean) is a workforce evaluation methodology that seeks to improve
productivity through continuous examination of the workforce. Lean is built upon three
pillars: purpose, process, and people. In order to maximize the value of human capital
assets, Lean seeks out inefficiencies such as overproduction, waiting, and unused
employee potential. Originally and most clearly designed to assist manufacturing
industry,! Lean has been applied in other commercial settings,? including law firms,3 as
well as the public sector.# From a Lean Labor perspective, identifying repetitive
processes, even in a complex regulatory setting, may increase efficiencies if it leads to
the creation of useful work standardization or the establishment of time and
performance standards. Implementing Lean may help the Commodity Futures Trading
Commission (CFTC) to respond to President Trump’s executive order> to improve the
efficiency, effectiveness, and accountability of the executive branch and realize its desire
to reform CFTC management to achieve operational excellence.®

1 At least one commentator has recognized that Lean Labor’s “roots really go back to Frederick Winslow
Taylor of Bethlehem Steel in the 1880s and 1890s.” The Folk Group, Lean Manufacturing, 5S and Six
Sigma (2009). Frederick Winslow Taylor wrote: “Maximum prosperity for each employee means not only
higher wages than are usually received by men of his class, but, of more importance still, it also means the
development of each man to his state of maximum efficiency... ." Frederick Winslow Taylor, The
Principles of Scientific Management 1 (Harper& Brothers Publishers 1911).

2 Kronos, Extending Lean Labor to the Back Office: How Workforce Management Technology Applies
Lean Principles to Improve the Productivity of Back-Office Processes (2012).

3 Roy Strom, In Lean Times, a Lean Approach to Legal Work, Chicago Lawyer (June 1, 2015).

4 See, Nina Bhatia and John Drew, Applying Lean Production to the Public Sector, McKinsey & Company,
June 2006; Patrick Mungovan, Lean Performance Management for the Public Sector, Oracle, August
20009.

5 Executive Order 13781, Comprehensive Plan for Reorganizing the Executive Branch, March 13.2017.

6 Proposed 2018-2022 CFTC Strategic Plan- Strategic Goal V.
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What Did the Inspector General Evaluate?

Initially, our objective was to assess the effectiveness of the current balance of labor and
workload for the Division of Market Oversight (DMO) and the Division of Clearing and
Risk (DCR), in order to identify possible redundancies. After our initial research, we
decided to limit our scope to just DMO due the lack of similarities found in the DMO
and DCR mission statements and tasks. We also narrowed our objective to evaluate
purpose, process, and people for each DMO unit to evaluate whether efficiency
principles such as Lean Labor can be useful at the CFTC.

DMO therefore is the first CFTC Division to be evaluated for Lean processes. We do not
mean to give the impression that DMO might be at all remiss if they have not fully
implemented a program they previously have not been required or asked to implement.
We have not fully implemented a Lean culture within OIG.

What are the Responsibilities of DMO?

DMO oversees the derivatives markets to ensure that prices reflect the forces of supply
and demand. DMO examines exchanges and data repositories to ensure compliance
with applicable core principles. DMO evaluates new applications for designated contract
markets (DCMSs), swap execution facilities (SEFs), and swap data repositories (SDRs),
and foreign boards of trade (FBOTSs), and makes recommendations to the Commission
to approve or deny applications. DMO also periodically examines existing designated
DCMs, SEFs, and SDRs, to ensure compliance with applicable core principles, as well as
CEA and Commission regulatory requirements. DMO evaluates new DCM and SEF
products to ensure they are not susceptible to manipulation as well as proposed DCM
and SEF rules to ensure compliance with applicable provisions of the Commodity
Exchange Act (CEA) and Commission regulations. DMO is also responsible for all
aspects of swap data reporting, including ensuring compliance with reporting
requirements by registered entities and swap counterparties.



What Did We Observe?

We examined five DMO operating units: Data and Reporting, Product Review, Market
Review, Compliance, and Chief Counsel. We observed that each DMO unit specified a
purpose directly linked to the Commodity Exchange Act (CEA) and CFTC mission
statement.” We also observed that DMO units follow purpose as described by DMO
management. See Appendix A for each unit’s purpose statements and our observations.

We believe DMO activities such as reviewing applications for and issuing no action
letters, reviewing and summarizing comments received on proposed rules, preparing
proposed rules for the Federal Register, as well as conducting rule enforcement reviews,
and other broadly repetitive tasks (as identified by management) may benefit from
Lean. Specifically with regard to repetitive tasks, and as depicted in Table 1, DMO may
have an opportunity to enhance project management competencies within budgets
through increased use of available common project management software, and through
the adoption of standard operating procedures (tasks) and timelines for project
completion (schedule and actual time).

DMO Unit Project Standard Standards
Management Operating for Time
Software Procedures
Data and Reporting J CSL X X
Product Review J FILAC X X
Market Review J FILAC X X
Compliance 4 CSL 4 X
Chief Counsel J CSL X X

Table 1. DMO Process Opportunities by Unit (green check denotes existence; red “x” nonexistence).

All DMO units currently use project management software. Opportunities for greater
use of project management software are discussed in Appendix B.

We learned that only Compliance had written standard operating procedures. However,
DMO routinely uses other documents that could be used to support a Lean culture, such
as check lists for quality control, individual memos detailing project plans, and

7 On its official website, CFTC states: “The mission of the Commodity Futures Trading Commission
(CFTC) is to foster open, transparent, competitive, and financially sound markets. By working to avoid
systemic risk, the Commission aims to protect market users and their funds, consumers, and the public
from fraud, manipulation, and abusive practices related to derivatives and other products that are subject
to the Commodity Exchange Act (CEA)” http://www.cftc.gov/About/MissionResponsibilities/index.htm.
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manually prepared status reports. DMO management otherwise conveys work
processes to staff and management verbally. Written processes or standard operating
procedures (in such detail as determined necessary by management), continuously
updated and improved by staff and management, could enhance efficiency.

Currently none of the DMO units have written standards for time. Deadlines for certain
tasks are set by statute or regulation, but for other tasks they are set internally. In any
event, intermediate deadlines for project milestones (as detailed in standard operating
procedures) may assist overall project management; deadlines required by statute or
regulation may benefit from supplementation to assist compliance.

DMO management states they are already looking into ways to increase documentation
of processes and increase use of project management software. Please see Appendix B
for further details of process opportunities.

Finally, our analysis of unit staffing noted opportunities for lowering costs. Most notable
were opportunities to reevaluate staffing mix as it relates to unit purpose. Specifically,
we noted the absence of entry level career ladder? staff, management analysts,
paralegals, or other suitable professionals who may complete tasks currently performed
by higher paid attorneys.® See Appendix C for each unit’s staffing profile and
opportunities.

What Did We Conclude?

DMO currently does not follow Lean, but previously it has not been asked to. Certain
current DMO practices (such as check lists) support Lean. We believe that by further
implementing Lean, that is, methodically rooting out process and staffing inefficiencies
while continuously improving processes and staff utilization, CFTC may increase
productive time and/or reduce costs. Given the President’s and Commission’s efficiency
desire, principles such as Lean Labor, introduced with discipline, may help CFTC do
more at lesser cost over time.

8 Career ladder is defined as the grade levels that represent the normal line of progression or promotion
for nonsupervisory positions in a given occupation, which every incumbent can expect to obtain,
assuming that normal performance and qualification (experience & education) requirements are met.
“Full performance level,” “journeyman level”, and “top of the career ladder” are terms which are used
interchangeably to identify the highest grade in the career ladder. Source: http://cftcnet/Career/Pay-and-
Benefits/Pay-and-Benefits-Archive/Documents/ppgccareerladdersreport0210.pdf.

9 https://www.federalpay.org/employees/occupations.
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Suggestions
Consider the following changes for pursuing greater efficiency:
1. Establish leadership commitment to develop a Lean culture;

2. Seek Lean/project management early adopters, support with training, and share
their experience;

3. Standardize project management and metadata requirements. Deployed tools
such as SharePoint and/or MicroStrategy that can be used more robustly to
monitor work;

4. Define useful standard operating procedures for work units;

5. Require the use of payroll project codes to capture actual work time for outputs,
and review the results in order to establish performance expectations;

6. Reevaluate and restructure unit workforce staffing through attrition and/or
retirement options to lower costs.10

Brief Summary of Management’s Comments

The Executive Director responded on behalf of the Chairman and stated: “before we can
ask the people's representatives for more of our citizen's hard-earned dollars, we must
first know where we're spending every nickel and dime and how we might manage to
save a few.” The Agency appears fully committed to improving efficiency as detailed in
their response (See Appendix E) and abbreviated below:

Suggestion 1: CFTC will adopt recognized evidence-based methodologies including a
corporate reform strategy based on mission, people, process, and budget integration.

10 DMO management pointed out that hiring, when permitted, is subject to numerous considerations,
often imposed by budget constraints, and as a result DMO management cannot always make work force
decisions that serve the long term goals of DMO. Specifically, DMO management stated anecdotally that
they have been constrained to forgo entry level hires in favor of experienced hires on occasion. This issue
is unfortunately beyond the scope of our work here; nevertheless, we feel it appropriate to urge CFTC
management to seek to accommodate the needs of Division management to the greatest extent possible in
connection with hiring and staffing issues.



Suggestion 2: CFTC will consider using the Lean Labor evaluation methodology where
it fits into the Commission's commitment to establishing a performance and process
improvement effort.

Suggestion 3: CFTC will continue to provide tools that can be used to monitor
knowledge workers. It will consider expanding project management and training to
enhance employee competencies.

Suggestion 4: CFTC stresses that many work projects are “unique and unstructured,
requiring a high degree of extrapolation from what has been done in the past or requires
an analysis of legislative intent.” Nevertheless, CFTC states it will continue to define
useful standard operating procedures for work that lends itself to standard practices.

Suggestion 5: CFTC states: “A change to CFTC's business process to require all
employees to use project codes to capture actual work time would require a
transformational effort in people, process, and IT infrastructure. Any decision to
proceed in this area would require a thoughtful cost/benefit analysis.”

Suggestion 6: While CFTC agrees and plans to conduct workforce planning efforts as
part of reform, its focus will be on where the CFTC may need to restructure to meet
mission changes. CFTC believes our report does not take into account their funding
realities and current low attrition rate, stating:

During the hiring surge of 2015, many of the new employees were brought in
below the highest grade on the career ladder. Two years later, these employees
have progressed to the top of the career ladder. Since the surge ended, the CFTC
has been unable to recruit for many positions outside of its own workforce. In
fiscal year 2017, only four positions have been externally recruited outside of the
transition hires the Chairman made. Additionally, our current attrition rate is at
6.5% and, combined with funding realities, does not afford CFTC the ability to
hire new employees at any grade level.

We prepared this whitepaper in accordance with Standards for Evaluations issued by
the Council of the Inspectors General on Integrity and Efficiency (CIGIE). Appendix D
provides the objective, scope, and methodology for our whitepaper. If you have any
guestions, please contact me at (202) 418-5084 or Timothy Peoples, lead auditor, at
(202) 418-5439.
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Appendix D
Objective, Scope and Methodology

We prepared this whitepaper in accordance with the Council of the Inspectors General
on Integrity Quality Standards for Inspection and Evaluation. Those standards require
that we plan and perform our work to obtain sufficient, appropriate evidence to provide
a reasonable basis for our observations. We believe that the evidence obtained provides
a reasonable basis for conclusions based on our objectives.

Initially, our objective was to assess the effectiveness of the current balance of labor and
workload for DMO and the Division of Clearing and Risk, in order to identify
redundancies. After our initial research, we decided to limit our scope to only DMO due
the lack of similarities found in their mission statements and tasks. We also narrowed
our objective to evaluate purpose, process, and people for each DMO unit to answer
whether efficiency principles such as Lean Labor can be introduced into the CFTC.

To complete this whitepaper, we assessed DMO mission statements for each unit and
conducted interviews with key unit personnel to gain an understanding of their process.
To document our understanding of business operations, we utilized the lean principle of
value stream mapping.

We used Management and Administrative Enterprise Database (MAEDB) data to build
unit employee profiles. MAEDB is the database used by the Office of Data and
Technology to maintain payroll histories as processed by the agency’s service provider;
the National Finance Center (NFC). To assess reliability to we traced data to personnel
files and considered NFC’s independent auditor’s unqualified report.

During our period of evaluation, CFTC management reorganized the Business
Management and Planning (BMP) unit and the Surveillance unit into another reporting
structure. With respect to BMP, in March 2017, the impacted DMO employees were
informed of the reorganization plan to report to the Office of the Executive Director.
With respect to Surveillance, restructuring resulted in a new DMO unit “Market
Intelligence” and the reassigning of some employees to the Division of Enforcement.
Thus, we did not evaluate these units since their purpose and process are evolving.
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support of this effort, a CFTC Policy and Procedure on the Administrative Policy
Program was implemented in late 2015 and is posted on the intranet.

Require the use of payroll project codes to capture actual work time for outputs, and
review the results in order to establish performance expectations.

A change to CFTC’s business process to require all employees use project codes to
capture actual work time would require a transformational effort in people, process, and
IT infrastructure. Any decision to proceed in this area would require a thoughtful
cost/benefit analysis.

Reevaluate and restructure unit workforce staffing through attrition and/or retirement
options to lower costs.

While we agree and plan to conduct workforce planning efforts as part of our Agency
Reform efforts, our focus will be on where the CFTC may need to restructure to meet
mission changes. Workforce planning is a systematic process for identifying and
addressing any gaps between the workforce of today and the human capital needs of
tomorrow. Agencies have to be very careful with efforts such as this so that it does not
appear that the agency is targeting the higher graded and paid staff (who tend to be older)
in favor of hiring lower graded and paid staff (who tend to be younger).

The Whitepaper does not take into account our funding realities and the low attrition rate
currently experienced by the CFTC. During the hiring surge of 2015, many of the new
employees were brought in below the highest grade on the career ladder. Two years
later, these employees have progressed to the top of the career ladder. Since the surge
ended, the CFTC has been unable to recruit for many positions outside of its own
workforce. In fiscal year 2017, only four positions have been externally recruited outside
of the transition hires the Chairman made. Additionally, our current attrition rate is at
6.5% and, combined with our funding realities, does not afford us much of an ability to
hire new employees at any grade level.
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